
European Crisis and the U.S 




M assood Sani i , Ph.D. 
Professor of I ntemati onal B usi ness 
Southern New Hampshi re University 





• Many of European economies are in difficult situation. But the 
focus has been on the PI GS (Portugal , Italy, Greece, and 
Spai n) that are the largest. The most i immediate issue relates to 
G reece whi ch i s i n danger of def aul t 

• What is the issue? 

• M any of these countri es have H ugh government programs and 
borrowi ng. H i ghl y subsi di zed educab on systern great deal of 
benefits for rdj rees, free healthcare, j ust to name a few. 

• E uropean U ni on has a target rate for country debt/G D P 

• Therefore, these countri es have to ei ther cut the r publ i c program 
(that leads to huge protests by various constituencies), leave 
European Union, or default Neither of them is a good choice 



-TRe~Stabilil 
Pact (SGP) 

• The actual criteria that member states must respect are: 

• an annual budget deficit no higher than 3% of GDP (this 
i ncl udes the sum of all public budgets, including 
municipalities, regions, dc.) 

• A nati onal debt I ower than 60% of GDP or approachi ng that 
value. 



and 



European country overview 



2012 Gross government debt 
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refinancing 

• Duri ng the period of growi ng economy this was not an 
issue but two thi ngs has happened 

• Economic growth has slowed down and many are recession 

• Unemployment is high 

• Pol icy to address economic decl i ne and unemployment is 
fiscal stimulus 

• Additional ly much of thei r debt are maturi ng and need to be 
refi nance 



Euro zone unemployment 



Unemployment rate - percent 
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Peripheral government debt maturity 



Government debt by maturity 

Euro billions 
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Euro zone credit ratings 



Country 


SAP 


Moody's 


Fitch 


5yr CDS 


Greece 


CC 


Ca 


ccc 


6,315 


Portugal 


BB 


Ba2 


BB+ 


1,472 


Ireland 


BBB+ 


Ba1 


BBB+ 


560 


llaly 


BBB+ 


A2 


A- 
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Spain 


A 


A1 


A 
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France 
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Europe 



• U.S. bank exposure to PI I GS is $641 bill ion 

• U.S. bank exposure to German and French banks is $1.2 
trillion 

• If we include U.S. overall financial exposure i ncl udi ng 

C redi t def aul t swap (C DS) the total coul d reach $4 tri 1 1 i on 

• A col I apse of a major European bank could produce 
similar problems in U.S. institutions 



for Europe 

• Bail out of the weaker economies by the major countries 
such as Germany and France through European M onterey 
System (EMS) and European Central Bank(ECB) 

• Force reform of the weaker countri es (as condi ti on for 
bai I out) that may lead to even weaker economic 
condition of Europe 

• Let the countri es that can not meet "European 
Conditional ity" to leave Europe Union. 



New Hampshire, Euro 
& Greek Crisis 
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Spillover Effects EURO 

Recession 



What Happens in Europe... Doesn't Stay in Europe 



Capital flows to emerging markets are shrinking 

In part because euro-zone banks are shedding assets 
to boost their capital ratios, investment is down 



$1.2 trillion 
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Emerging- markets currencies have weakened 

Change since June 2010 In the strength of each 
country's currency against those of its trading 
partners, adjusted for inflation 



Private-sector Investment in emerging Europe 
and Asia is expected to fall again In 




EMERGING 

EUROPE 



EMERGING 
ASIA 



2008/09 '10 '11 - r 12- 2003 '09 1011*12* 

...particularly private-sector lending. 
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..and growth in their exports has slowed 

Three-month change at an annualized rate' 




"2011 figure is an estimate; 2012 s a forecast -"Based on 12-montti rnev'ng averages in the value of experts iMainlv holdings of 
omer-n. ng-rnarkots bonds., but also cross-border ntercompany loans 

SourMJ: Institute of Internationa) Finance (capital fiewsjr Bank Tor International Settlements 

{raal affEttivE Ex-ihanga ratES-Jr Thurnson Rsuters Datastrearn {experts} ThE Wall Street Journal 



How Much are New Hampshire 
Companies Exposed to EURO AREA? 



Euro Area: A Major Destination for State Exports 




Rank of 


State 


Exports to 


Export 


Euro Area 


Exposure 


Euro Area 1 


Growth 2 


Importance 3 




Connecticut 


$345 


19.0 


30.0 




West Virginia 


$225 


60.7 


28.6 




Indiana 


$559 


-3.7 


22.8 


s 


South Carolina 


$426 


26.9 


21.3 




New Jersey 


$575 


43.4 


20.7 




Massachusetts 


$423 


-8.4 


19.7 




Rhode Island 


$28 


-23.7 


18.9 




New Hampshire 


$49 


-0.6 


18.4 


9 


Alabama 


$245 


16.6 


17.7 


10 


Maryland 


$148 


24.1 


17.2 


11 


Missouri 


$187 


15.6 


16.9 


12 


Pennsylvania 


$498 


10.6 


15.6 


13 


Kentucky 


$244 


-0.1 


15.4 


14 


Louisiana 


$740 


-28.9 


15.2 


15 


Minnesota 


$224 


-8.4 


14.9 


16 


Virginia 


$203 


-19.7 


14.9 


17 


New York 


$940 


1.4 


14.3 


18 


North Carolina 


$288 


-11.1 


14.1 


19 


Ohio 


$519 


27.9 


13.9 


20 


Illinois 


$693 


7.8 


13.3 




United States 


$15,048 


2.7 


12.7 



1 Exports to Euro Area in January of 2012, in millions of dollars. 

2 Percent change in exports in January of 2012 from 2011. 

3 Ratio of exports to Euro Area to total exports, percent. 



www. e-forecasting.com 



New Hampshire's Foreign Sales 
Fell to $242 Million in January 



I Monthly State Exports 



Underlying Export Trend 
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Exports data: Seasonally adjusted in millions of 
dollars 
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What a Differences 3000 Years 



Make 



Then, (origin) 

Europa was a Phoenician 
rincess who was abducted b 



the Greek island of Crete 



Now, Greece may cause 
Euro's disintegration 





What Were They thinking? Is The 

Party Over? 



Target Practice 

The euro-zone's new pact sets a new target for deficit limits and reinforces the current one for debt. 
Few euro .zone countries currently meet either one 

SURPLUS/DEFICIT DEBT 

General-government balance, adjusted for economic cycles 
as a percentage of GDP r 2011 

H y NEW LIMIT: -03% of GDP 



Estonia 
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Malta 


-3.1 ^Hl 




Austria 


-33 ^^mi 




Italy 






Belgium 






Euro zone 


-3,8 ^^^1 




Netherlands 






Slovenia 






France 






Portugal 


-5.7 ^^Hl 




Spain 






Slovakia 






Cyprus 


-6.2 ^^^^^^H 1 




Greece 






Ireland 







Gen era I -government debt as a percentage of GDP, 2011 
LIMIT: 605bofGDP 

i 5.8% 
— 1 193 



■ 445 

■ 45.5 
-491 



64.2 
i 64,9 
-69.6 
-> 69.6 

— 72.2 

— 81.7 

i 85.4 
83,0 

■ 97.2 

■ 1016 
■ 108.1 

— 1205 



162.8 



■In calculating th9 structural deficit, statisticians take the actual deficit reading and add or subtract a bit depending on where a country is in 
its economic cycle and how much difference that is thought to make {upturns tend to reduce deficits, downturns tend to Increase them). 
Source-: European Commission 



The Wall Street Journal 



The Underground Economy and 

Income Tax Rates 
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By the Numbers 




Greece 



USA 



GDP (current US$) (billions) 



2008 



356.8 



14,204.30 



GNI per capita, Atlas method (current US$) 



2008 



28,650 



47,580 



Life expectancy at birth, total (years) 



2007 



80 



78 



Population, total (millions) 



2008 



11.2 



304.1 



Population growth (annual %) 



2008 



0.4 



0.9 



School enrollment, primary (% net) 



2007 



99.6 



92.4 



Do Greeks Have Any Business 

Advantage? 



The Hellenic Merchant Marine refers to the 
Merchant Marine of Greece, consists of the 

erchant vessels owned by Greek civilians, flying 
either the Greek flag or a flag of convenience. 

Greece is the largest shipping-nation in the world with 
a total of 141,931,000 metric tons deadweight (DWT) 



Greece ranks first in both tankers and dry bulk 
carriers, fourth in the number of containers, and fourth 
in other ships. 



What's the Cause of Greek 

Insolvency? 



■ Economics? 



■ Moral Hazard? 




Voted against 



Coalition of the 
Radical Left 9 



Seats before the New Democracy 83 Pasok 153 



vote on the 
austerity package 



■'Laos ultimately leaves the 
coalition 

Sources; Hellenic 
Parliament (prewote 
makeup of Parliament); 
WSJ reporting 




The Wall Street Journal Radical Left 9 



